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The  City  Services  Auditor  was  created  within  the  Controller's  Office  through  an  amendment  to  the 
City  Charter  that  was  approved  by  voters  in  November  2003.  Under  Appendix  F  to  the  City  Charter, 
the  City  Services  Auditor  has  broad  authority  for: 

•  Reporting  on  the  level  and  effectiveness  of  San  Francisco's  public  services  and 
benchmarking  the  city  to  other  public  agencies  and  jurisdictions. 

•  Conducting  financial  and  performance  audits  of  city  departments,  contractors,  and  functions 
to  assess  efficiency  and  effectiveness  of  processes  and  services. 

•  Operating  a  whistleblower  hotline  and  website  and  investigating  reports  of  waste,  fraud,  and 
abuse  of  city  resources. 

•  Ensuring  the  financial  integrity  and  improving  the  overall  performance  and  efficiency  of  city 
government. 

The  audits  unit  conducts  financial  audits,  attestation  engagements,  and  performance  audits. 
Financial  audits  address  the  financial  integrity  of  both  city  departments  and  contractors  and  provide 
reasonable  assurance  about  whether  financial  statements  are  presented  fairly  in  all  material  aspects 
in  conformity  with  generally  accepted  accounting  principles.  Attestation  engagements  examine, 
review,  or  perform  procedures  on  a  broad  range  of  subjects  such  as  internal  controls;  compliance 
with  requirements  of  specified  laws,  regulations,  rules,  contracts,  or  grants;  and  the  reliability  of 
performance  measures.  Performance  audits  focus  primarily  on  assessment  of  city  services  and 
processes,  providing  recommendations  to  improve  department  operations. 

We  conduct  our  audits  in  accordance  with  the  Government  Auditing  Standards  published  by  the  U.S. 
Government  Accountability  Office  (GAO).  These  standards  require: 

•  Independence  of  audit  staff  and  the  audit  organization. 

•  Objectivity  of  the  auditors  performing  the  work. 

•  Competent  staff,  including  continuing  professional  education. 

•  Quality  control  procedures  to  provide  reasonable  assurance  of  compliance  with  the  auditing 
standards. 


Audit  Team:    Elisa  Sullivan,  Audit  Manager 
Helen  Vo,  Associate  Auditor 
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June  13,  2008 

San  Francisco  Airport  Commission 

P.O.  Box  8097 

San  Francisco,  OA  94128 

President  and  Members: 

The  Controller's  Office,  City  Services  Auditor,  presents  its  report  concerning  the  audit  of  The  Hertz 
Corporation  (Hertz).  Hertz  has  a  10-year  agreement,  through  December  29,  2008,  with  the  Airport 
Commission  of  the  City  and  County  of  San  Francisco  (City)  to  operate  a  car  rental  service  at  the  car 
rental  facility  on  Airport  property. 

Reporting  Period:  December  30,  2002,  through  December  29,  2005 

Fees  Paid:  $22,750,036 

Results: 

Although  Hertz  reported  gross  revenues  of  $227,500,357  and  paid  fees  of  $22,750,036  to  the  Airport 
Department  (Airport),  Hertz  failed  to  report  $5,306,217  of  revenues  for  local  rentals,  employee  business 
rentals,  and  satellite  radio  rentals.  In  addition.  Hertz  improperly  deducted  commercial  discounts  and 
unsupported  revenue  adjustments  of  $3,676,509  from  its  reported  revenues. 

As  a  result  of  Hertz'  underreporting  of  revenues,  Hertz  owes  fees  of  $898,274.  Hertz  also  owes  the 
Airport  $494,255  in  Interest  charges  as  of  December  31 ,  2007,  and  because  it  significantly  underpaid  its 
fees,  it  owes  approximately  $87,300  for  the  cost  of  this  audit. 

The  responses  from  the  Airport  and  from  Hertz  are  attached  to  this  report.  The  Controller's  Office,  City 
Services  Auditor  disagrees  with  two  of  the  Airport's  responses,  and  we  have  attached  a  rebuttal 
explaining  our  position  on  these  issues.  Further,  under  the  terms  of  the  agreements  between  the  City, 
the  Airport,  and  the  airlines  using  the  Airport,  there  is  a  $134,741  general  fund  impact  for  all  findings;  the 
impact  for  disputed  findings  is  approximately  $122,095. 

We  will  be  working  with  the  Airport  to  follow  up  on  the  status  of  the  recommendations  made  in  this  report. 
R^pectfully  submitted. 


Deputy  Audit  Director 

cc:  Mayor 

Board  of  Supervisors 
Civil  Grand  Jury 
Public  Library 
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INTRODUCTION 


Audit  Authority  The  Office  of  the  Controller  (Controller)  has  authority  under 

the  San  Francisco  Administrative  Code,  Chapter  10,  Article 
1 ,  Section  10.6-2  to  audit,  at  regular  intervals,  all  leases  of 
City-owned  real  property  where  rent  of  $100,000  or  more  a 
year  is  to  be  paid  to  the  City. 

Background  The  Hertz  Corporation  (Hertz)  has  a  10-year  agreement 

with  the  San  Francisco  Airport  Commission  (Commission) 
of  the  City  and  County  of  San  Francisco  (City)  to  operate  a 
car  rental  service  at  the  rental  car  facility  at  the  San 
Francisco  International  Airport.  The  agreement,  which  is  on 
a  contract  year  from  December  30*'^  through  December  29'^, 
will  expire  on  December  29,  2008.  The  agreement  requires 
Hertz  to  pay  the  Airport  Department  (Airport)  the  greater  of 
a  minimum  annual  guarantee  (MAG)  or  ten  percent  of  its 
gross  revenues.  The  MAG  was  $676,908  from  the  start  of 
the  agreement  through  December  29,  2003,  and  was 
modified  to  $609,218  for  the  period  thereafter. 

Scope  The  purpose  of  this  audit  was  to  determine  if  Hertz 

complied  with  the  reporting  and  payment  provisions  of  its 
agreement  with  the  Commission.  Our  audit  covered  the 
period  December  30,  2002,  through  December  29,  2005. 

Methodology  To  conduct  the  audit,  we  examined  the  applicable  terms  of 

the  agreement  and  the  adequacy  of  Hertz'  procedures  for 
collecting,  recording,  summarizing,  and  reporting  its  gross 
revenues  to  the  Airport.  To  determine  whether  Hertz 
accurately  reported  its  gross  revenues  to  the  Airport,  we 
tested  on  a  sample  basis  Hertz'  monthly  revenue 
summaries,  daily  rental  reports,  and  rental  agreements. 
We  also  compared  the  gross  revenues  reported  to  the 
Airport  with  the  gross  revenues  reported  to  the  California 
Board  of  Equalization  for  selected  calendar  quarters. 

We  conducted  this  performance  audit  in  accordance  with 
generally  accepted  government  auditing  standards.  Those 
standards  require  that  we  plan  and  perform  the  audit  to 
obtain  sufficient,  appropriate  evidence  to  provide  a 
reasonable  basis  for  our  findings  and  conclusions  based  on 
our  audit  objectives.  We  believe  that  the  evidence  obtained 
provides  a  reasonable  basis  for  our  findings  and 
conclusions  based  on  our  audit  objectives. 
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AUDIT  RESULTS 


Hertz  Owes  Additional  From  December  30,  2002,  through  December  29,  2005, 

Fees  of  $898,274  to  the  Hertz  reported  gross  revenues  of  $227,500,357  and  paid 

Airport  concession  fees  of  $22,750,036  to  the  Airport.  Exhibit  1 

shows  the  reported  gross  revenues  and  concession  fees 

paid  to  the  Airport. 


B?7iTI=ilMB  Gross  Revenues  and  Fees  Paid  December  30,  2002,  Through  December  29,  2005 

Reporting  Period 

Gross  Revenues 

Concession  Fees  Paid 

December  30,  2002,  through  December  29,  2003 
December  30,  2003,  through  December  29,  2004 
December  30,  2004,  through  December  29,  2005 

69,299,814 
75,220,435 
82,980,108 

6,929,981 
7,522,044 
8,298,011 

Total 

$227,500,357 

$22,750,036 

Sources:  Hertz's  Audited  Statements  of  Gross  Receipts  and  Concession  Payments. 


However,  Hertz  failed  to  report  $5,183,701  of  revenues  for 
local  rentals,  $51,061  in  employee  business  rentals,  and 
$71,455  in  satellite  radio  rentals.  In  addition.  Hertz  improperly 
deducted  $2,955,934  in  commercial  discounts  and  $720,575  in 
unsupported  revenue  adjustments.  Further,  the  Airport  may 
have  applied  an  erroneous  over-credit  of  $270,764  to  Hertz' 
account.  As  a  result  of  Hertz'  underreporting  of  revenues, 
Hertz  owes  additional  fees  of  $898,274,  as  detailed  in 
Exhibit  2.  Further,  because  Hertz  did  not  pay  these  fees  when 
due,  it  also  owes  the  Airport  $494,255  in  interest  calculated 
through  December  2007.  Moreover,  because  the 
underpayment  was  more  than  two  percent  of  its  annual  rent, 
the  lease  requires  Hertz  to  reimburse  the  Airport  for  the  cost  of 
this  audit,  which  is  approximately  $87,300. 


EXHIBIT  2 


Additional  Fees  Owed  for  December  30,  2002,  Through  December  29,  2005 


Revenue  Category 


2003 


2004 


2005 


Total 


Local  Rental  Fees  $  195,583 

Employee  Business  Rentals  1,550 

Satellite  Radio  2,332 

Commercial  Discounts  110,700 

Improper  Adjustments  20,733 


156,904 
2,038 
2,044 

123,331 
24,729 


165,884 
1,518 
2,769 
61,563 
26,596 


518,371 
5,106 
7,145 

295,594 
72,058 


Total 


$  330,898 


$  309,046 


$  258,330 


$  898,274 


Sources:  Hertz's  Monttily  Statements  &  Airport's  credit  documents,  Concessionable  Revenue  Analysis  Reports  and  Satellite 
Radio  Reports.  • 
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Hertz  owes  $518,371  in  local        Hertz  failed  to  report  revenues  of  $5,1 83,701  for  local 
rental  fees  rentals  and  owes  $518,371  in  fees  to  the  Airport.  Our  prior 

concession  audit  of  Hertz,  issued  March  3,  2000,  disclosed 
the  same  finding  and  Hertz  agreed  to  pay  the  fees  owed  on 
local  rental  revenues  during  that  audit  period.  However,  at 
that  time.  Hertz'  director  of  properties  stated  that  Hertz  had 
a  different  interpretation  of  the  agreement. 

According  to  the  agreement,  Hertz  is  to  pay  fees  on  gross 
revenues  which  are  defined  as  the  "gross  amount  received 
by  Operator,  without  deduction  or  offset,  from  all  vehicles 
rented  at  the  Airport."  However,  the  agreement  further 
defines  vehicles  rented  at  the  Airport.  One  of  the  additional 
definitions  of  a  vehicle  rented  at  the  Airport  is  that  the  rental 
car  customer  is  an  air  passenger  who  rents  a  vehicle  within 
24  hours  of  arrival  at  the  Airport.  At  the  time  of  our  prior 
audit  in  2000,  Hertz  interpreted  this  provision  to  mean  that  if 
a  customer  is  not  an  airline  passenger  or  the  customer  is 
an  airline  passenger  who  waited  more  than  24  hours  to  rent 
a  car,  then  those  rentals  are  not  gross  revenues  subject  to 
concession  fees. 


Hertz  owes  $5, 106  in  fees  for  Hertz  deducted  $51 ,061  in  employee  business  rentals  from 
improperly  deducting  gross  revenues  reported  to  the  Airport  and  owes  $5, 1 06  in 

employee  business  rentals  fegg  ^n  employee  business  rental  occurs  when  a  Hertz 

employee  traveling  on  Hertz  business  rents  and  pays  for 
the  car  rental  out-of-pocket  and  submits  an  employee 
expense  report  for  reimbursement  from  Hertz.  Hertz  then 
deducts  these  rentals  from  revenues  reported  to  the  Airport. 
Because  the  agreement  states  that  Hertz  is  to  report  all 
gross  amounts  received,  without  deduction  or  offset,  from 
all  vehicles  rented  at  the  Airport,  we  did  not  allow  this 
deduction.  The  agreement  does  state  that  certain  charges 
are  not  includable  in  gross  revenues,  but  employee 
business  rentals  are  not  specifically  listed  in  the  agreement. 

Hertz  failed  to  report  $71 ,455  in  satellite  radio  rental 
revenues  and  owes  $7,145  in  fees  for  our  audit  period. 
According  to  Hertz'  audit  administrator,  Hertz  first  offered 
the  satellite  radio  option  in  November  2002,  but  did  not 
collect  revenues  until  March  2003.  Hertz  has  not  included 
these  revenues  when  reporting  its  gross  revenues  to  the 
Airport;  however,  it  does  agree  that  satellite  radio  should  be 
included  as  revenue  subject  to  fees. 


Hertz  owes  $7,145  in  fees  for 
unreported  satellite  radio 
revenue 
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Hertz  owes  $295, 594  in  fees 
for  improperly  deducting 
commercial  discounts  from 
gross  revenues 


Hertz  improperly  deducted  $2,955,934  in  commercial 
discounts  and  owes  $295,594  in  fees  to  the  Airport.  Hertz 
has  numerous  agreements  with  corporations  in  which  Hertz 
pays  dividends  to  these  corporations  once  the  corporation 
has  reached  a  certain  preset  rental  volume.  Hertz  then 
deducts  the  dividends,  or  commercial  discounts,  from  gross 
revenues.  The  agreement  states  that  Hertz  is  to  report  all 
gross  amounts  received,  without  deduction  or  offset,  from 
all  vehicles  rented  at  the  Airport.  The  agreement  does 
state  that  certain  charges  are  not  includable  in  gross 
revenues,  but  dividends  or  commercial  discounts  are  not 
specifically  listed  in  the  agreement. 


Hertz  owes  $72,058  in  fees 
for  improper  adjustments  to 
gross  revenues 


Hertz  improperly  deducted  revenue  adjustments  of 
$639,518,  and  "Source  31"  adjustments  of  $81,057,  totaling 
$720,575  in  adjustments,  and  therefore  owes  $72,058. 
Revenue  adjustments  are  adjustments  made  to  revenue 
after  the  customer  has  rented  the  vehicle,  usually  because 
the  customer  is  disputing  a  charge.  Source  31  adjustments 
are  adjustments  made  to  revenue  at  the  rental  counter. 
While  these  deductions  may  be  valid,  we  were  unable  to 
vehfy  the  existence  and  accuracy  of  a  sample  of  these 
adjustments,  because  according  to  Hertz'  audit 
administrator,  there  are  no  supporting  documents  for  either 
of  these  types  of  adjustments.  Nevertheless,  according  to 
the  agreement,  Hertz  is  to  report  all  gross  amounts 
received,  without  deduction  or  offset,  from  all  vehicles 
rented  at  the  Airport.  As  noted  above,  the  agreement 
states  that  certain  charges  are  not  includable  in  gross 
revenues,  but  adjustments  are  not  specifically  listed  in  the 
agreement. 


The  Airport  may  have  applied 
an  erroneous  over-credit  of 
$270,764 


Effective  December  30,  2003,  the  minimum  annual 
guarantee  (MAG)  was  reduced  from  $676,908  to  $609,218. 
However,  Hertz  continued  to  pay  the  higher  MAG  for 
January  and  February  2004,  and  correctly  paid  the  lower 
MAG  in  March  2004  and  thereafter.  Airport  accounting  staff 
did  not  become  aware  of  the  change  in  MAG  until  June 
2004,  at  which  time  Airport  accounting  staff  issued  a  credit 
memo  of  $406,145  for  the  six-month  penod  from  January 
through  June  2004,  and  therefore  over-credited  Hertz  for 
four  months. 


The  Airport's  chief  accountant  maintains  that  it  did  not  over- 
credit  Hertz  because  Hertz  did  not  take  the  credit  and  Hertz 
staff  confirmed  that  it,  in  fact,  did  not  take  the  credit. 
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However,  we  noted  that  Airport  accounting  personnel  did 
apply  the  credit  to  Hertz'  account,  yet  Hertz'  account  does 
not  show  an  outstanding  credit  of  $270,764,  as  would  be 
expected  if  Hertz  had  paid  its  full  monthly  fees  and  not 
taken  the  credit.  Alternately,  the  Airport  could  have 
reversed  the  credit  in  Hertz'  account,  but  we  did  not  note  a 
credit  reversal  in  the  Airport's  accounting  records. 

Hertz  Owes  $494,255  in  Because  Hertz  did  not  pay  all  its  fees  when  due.  Hertz 

Interest  on  Unpaid  Fees         owes  $494,255  in  interest.  According  to  the  agreement, 
and  $87,300  for  Audit  fees  not  paid  when  due  are  subject  to  interest  at  the  rate  of 

Costs  one  and  one-half  percent  per  month,  or  $494,255  as  of 

December  31 ,  2007.  We  identified  the  net  amount  of  fees 
that  Hertz  had  not  paid  each  year  during  our  audit,  and 
calculated  the  interest  that  Hertz  owes  the  Airport  through 
December  2007. 


Hertz  must  also  pay  the  Airport  for  the  cost  of  this  audit, 
which  is  approximately  $87,300  as  of  December  31 ,  2007 
Hertz'  agreement  states  that  if  an  underpayment  exceeds 
two  percent  of  the  total  annual  fees  due.  Hertz  will 
reimburse  the  City  for  all  costs  incurred  in  the  conduct  of 
this  audit. 


Tiie  Airport  Did  Not 
Enforce  Compliance  of 
Required  Annual  Reports 
of  Gross  Revenues  From 
Hertz 


We  could  not  determine  whether  Hertz  was  in  compliance 
with  a  provision  of  the  agreement  which  states  that  Hertz  is 
to  submit  to  the  Airport  a  certified  report  of  annual  gross 
revenues  within  90  days  of  each  anniversary  of  the 
commencement  date.  The  dates  tracked  by  Airport 
accounting  staff  do  not  reflect  the  actual  dates  that  the 
Airport's  property  manager  received  the  annual  reports. 


In  addition,  the  annual  reports  of  gross  revenues  for  2003 
and  2004  on  file  at  the  Airport  were  not  signed  by  a  certified 
public  accountant.  According  to  the  agreement,  the  annual 
gross  revenues  reports  must  be  certified  by  a  certified 
public  accountant.  We  obtained  signed  copies  from  Hertz 
and  informed  the  Airport's  property  management  and 
accounting  sections  that  annual  reports  received  should  be 
certified  by  a  certified  public  accountant. 


Recommendations 


The  Airport  Department  should  collect  from  Hertz  the 
following  fees  owed: 


1.  Local  rental  fees  of  $518,371. 
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2.  Employee  business  rental  fees  of  $5,106. 

3.  Satellite  radio  rental  fees  of  $7,145. 

4.  Comnnercial  discount  fees  of  $295,594. 

5.  Revenue  adjustment  fees  of  $72,058. 
The  Airport  Department  should  also: 

6.  Review  Hertz'  account  to  determine  how  the  application 
of  the  $270,764  credit  failed  to  result  in  an  outstanding 
credit  balance  if  Hertz  paid  the  full  monthly  fee  for  the 
months  in  question. 

7.  Collect  from  Hertz  interest  of  $494,255  and  audit  costs 
of  $87,300. 

8.  Document  the  dates  that  it  receives  the  annual  reports 
of  gross  revenues  and  ensure  the  annual  reports  are 
certified  by  a  certified  public  accountant  as  required  by 
the  lease. 

9.  Work  with  Hertz  to  determine  the  fees  owed  from  local 
rental  revenue,  employee  business  rental  revenue, 
satellite  radio  revenue,  commercial  discount  deductions, 
and  adjustment  deductions  for  the  periods  before  and 
after  our  audit  period. 

10.  Require  Hertz  to  include  in  gross  revenues  local  rentals 
and  satellite  radio,  and  to  discontinue  deducting 
employee  business  rentals,  commercial  discounts  and 
adjustments  from  gross  revenues. 

1 1 .  Include  in  its  new  agreement  with  Hertz  a 
comprehensive  definition  of  gross  revenues  and 
exclusions  to  gross  revenues  that  both  parties  agree  to 
and  understand. 


ATTACHMENT:  AIRPORT'S  RESPONSE 


SFO 


San  Francisco  International  Airport 


June  3,  2008 


Mr.  Robert  Tarsia 
Deputy  Audit  Director 
City  Hall 

1  Dr.  Carlton  B.  Ooodlett  Plaza 
Saa  Francisco..  CA  94 1 02 


PO.  Box  8097 
San  Fr.iiKiv<o,  CA  04 'IS 
Tel  1. 5000 

tut  650. a?  1. 5005 
www.Jlylfo  com 


Cit'f  APtO-CAUHfi 


imm  I..  MAteri*! 


Subject:         Sara  Francisco  Intemational  Airport's  resix>nse  to  Contn>llcr"s  Audit  of 
Mertz  CoriJoniiioti  Lease  No.  97-0052 

Dmr  Mr.  Tarsia: 

The  San  Francisco  Intemational  Airport  ("Aiiport")  is  in  receipt  of  the  audit  ("Audit 
Report")  performed  by  the  Office  of  the  Controller  for  the  C"ity  and  C'ounty  of  San 
Francisco  ("'Controller")  of  the  Hertz  Corporation  Lease  No.  9  7-0052  ("Lease"). 
The  following  is  the  Aiiporl's  response  to  the  Audit  Report  finding-s: 

1 .  Hertz  Owes  §518,371  in  Local  Rental  Fees:  The  Airport  disputes  this  finding. 

tender  the  l-ease.  Hertz  must  pay  "Cross  Revenue"  for  "all  whicles  rented  at  the 
Aiiport",  See  Lease  Article  3. 01. a.  Further,  the  Lease  defines  vehicles  rented  at  the 
Aiipon  if 'Ihe  rental  car  cusiomer  is  an  air  passenger  who  rents  a  vehicle  witlnn  24 
hours  of  amval  at  the  Aiiport".  See  Leaiie  Article  30. 1  .a  iii.  Taken  together,  tiie 
Airport  interprets  this  language  to  require  Hert/  to  only  calculate  gross  revenue  for 
those  vehicles  rented  by  air  passengers  arriving  at  the  .Airport  within  twenty-four 
hours.  Thus,  Hcrt^:  is  not  required  to  calculate  gross  revenue  for  certain  "Local 
Rentals."  those  customers  who  are  not  air  passengers  arriving  wiihm  the  last  24 
hours.  Provided  Henz  adequately  document*;  these  "Local  Rentals, "  the  .Viiport 
con.s;iders  said  rentals  are  not  included  in  the  calculation  of  gross  revenue. 

2.  Hertz  Owes  S5,I06  in  Fees  for  Improperly  Deducting  Finpluyee  Busiiivvs 
Rentals:  The  Ain)ort  accepts  this  linding. 

3.  Hertz  Owes  S7.145  in  Fees  for  I'nreported  Ssitellite  Radio  Re\  enue:  The 

Airport  accepts  this  finding, 

4.  Hertz  Owes  S295,594  in  Fees  for  Improperly  l)ediictin{>  "Comiiiereiul 

Dl.scounl.s"  From  Cross  Revenues:  fhe  .Airport  di>pu(es  this  timling    Hie  .\ii|Hjrt 
has  consulted  with  our  legal  counsel,  the  City  .Attorney's  ( )tTiee.  .ind  believes  the 
language  stated  in  Lease  .Article  3.01. a.,  "without  deduction  or  offset"  does  not 
include  any  commercial  or  promotional  discounts  tiffercd  by  1  Icrt/  to  thud  parties, 
e.g.  Hertz  corporate  clicnis.  While  the  language  may  cause  confusion,  the  .Air|-Hirt 
maintains  that  Hertz  must  pay  Gross  Revenues  based  on  the  amount  recci\eil. 
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regardless  of  whether  or  not  it  was  discounted  at  time  of  rental  or  at  a  later  date,  fhe 
Airport  considers  corporate  volume  discounts  to  be  allowable  under  the  existing 
lease  language. 

5.  Hertz  Owes  $72,058  in  Fees  for  Improper  Adjustments  to  Cross  Revenues: 

The  Airport  accepts  this  finding  if  Hertz,  is  unable  to  justify  (he  adjusuucnts  to  gross 
revenues. 

6.  The  Airport  Over-credited  Hertz  by  S270.764  in  Fees:  The  Airpoit  will  conduct 
a  detailed  review  t)f  Heil/'s  payn^ent  hihtor>  to  include  the  issuance  and  application 
of  credits.  If  an  over-credit  is  found,  it  will  be  reversed. 

7.  Hertz  Owes  $494,255  in  Interest  on  Unpaid  Fees  and  $87,300  for  Audit  Costs: 

Based  on  the  Airport's  comments  noted  above,  it  is  likely  the  interest  oued  by  Hertz 
will  change.  If  the  Controller  accepts  the  Airport's  response  contained  in  this  letter, 
the  interest  fees  w  ill  need  to  be  recalculated.  .Additionally,  it  appears  (he  cost  of  the 
audit  may  be  waiv  ed  due  to  the  findings  being  less  that  2%  of  the  total  annual  fee 
due  during  the  audit  period. 

8.  Airport  Did  Not  Enforce  Compliance  of  Required  Annual  Reports  of  Gros.s 
Revenues  From  Hertz:  Going  forward,  the  .Viiport  will  ensure  that  all  annual 
statements  are  collected  as  requued  under  the  Lease  and  submitted  in  an  acceptable 
format. 

9.  The  Airport  will  request  that  Hertz  certify  its  deductions  from  Gross  Revenues  for 
employee  business  rentals  and  satellite  radio  rentals  and  submit  the  appropriate 
concession  rent  to  the  Airport  foi  the  pei  iods  befoie  and  after  the  Audit  lepoiling 
period.  The  peritxls  the  Airport  will  Follow  up  on  are  December  30,  I'iyS  through 
December  2^,  2002  and  again  from  December  .^0,  2005  through  the  present. 
Additionally,  the  Airport  will  require  Hertz  to  include  these  items  in  Gro.ss 
Revenues  from  now  until  the  end  of  its  present  lease.  The  new  lease  will  have  an 
all-mclusive  Gross  Revenues  defuvilion. 

10.  The  Airp»>rt  will  notify  Hertz  those  employee  business  rentals  for  which  a  sales 
record  is  generated  and  satellite  radio  rentals  must  be  included  ui  Gross  Revenues  as 
stated  on  their  monthly  and  annual  certified  statements. 

1 1 .  An  .stated  previously,  the  Airport  will  create  a  tickler  file  and  ensure  that  all  annual 
certified  statements  are  submitted  in  a  timely  manner  and  in  the  correct  format. 

1 2.  The  Airport  is  currently  writing  the  new  rental  car  concession  lease  and  wUf  include 
an  all-inclusive  gross  revenues  definition.  It  will  include  a  few  very  clearly  stated 
deductions.  .\ny  transaction  that  is  not  specifically  allowed  as  a  deduction  will  be 
considered  Gross  Revenues  and,  therefore,  concessioiiablc. 
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We  thank  you  for  your  stafFs  work  Dii  this  audit.  Please  do  not  hesitate  to  call  if" you 
have  any  qiiestsans. 


Sincerely, 


Cheryl  Nashir 

Associate  Deputy  Aiiport  Director 
Revetiue  Developrii^iit  and  Managemeru 

cc:      Blisa  Sullivan 
Leo  Fermin 
Cesar  Sanchez 
Gigi  Ricasa 
Matthew  McConnick 


A-3 


a> 
(/) 
c 
o 
a 
(/) 
a> 


0)  -5 


CO 


w 
tf) 
o 

o 

CO 
CD  7T 

tr 


Q) 
CO 
CD 
O 
_l 

Q) 
0) 


CD 


CD 

C 
CD 

.CO 

»^ 
CD 

o 

CO 

o 

!=  < 


CO 


T  iri 


tr 
o 

Q. 


CO 

E 

N 

•c 

CD 
X 


0) 
0) 

CD  _  • 
CD  V 
O 

CD  Q. 


CD  ^ 


CD 
O) 

c 

9?  CO 
CD  >, 
CO  0 

Lc  *- 

*^  CO 
CO  CD 


o 
c 

o  2^ 

Oj  o 
'5  "I 

>-  CD 

o  E 
c  o 


_  < 

CD  CD 
■D 
C 


CD  ' 


CO  CO 

N  O 

^  CO 

}-  CD  ^  CO 

<-  .    —  3  = 

Si?  I 

^  CD 

1-  o 

D  O 

o 


CD  ^  T= 


1  2? 

CO 

CO  CD 

CD  S 
-*— • 

"°  b 

^"^ 

i_  13 
<  S 

-I 

I-  a: 


5 

o 

CD 
> 


ir  <]) 

CD  > 

C  CD 
—  CO 

t  o 

li 

CD 


cr  CD 

CD  iS 

N  C 

-C  0) 
CD 

X  ."g 

-n  ^ 

-g  CO 

■>  CD 

2  .-2 

CL  w 

.  O 

CO  o 

^  -c 

o  o 

x:  Q. 

CN  < 


^  ^  CD 
c 

CD 


s  - 

0  CO 
O)  CO 

2  2 

"5  0)  CD 
1=:  CD  iS 


CO 

0) 
o 

CD 
> 

CO 

CD 

c  o  := 


CD 


■D 

CD 
CO 
CD 
CD 
_J 

CD 


$  > 


13 

CD 
O 

C 

o 
o 


^  E 

C  CD 

$  CD 

o  0^ 


CO 
CD  *3 

CD  ' 


O 
CO 

.y  tr 
tr  CD 


:b  Q.<  X 


_  CD 

<  « 

CD  CD 

>  3 

CD  O 


_co 

-  ^"o 
c 
g 

rs 
o 

CD 
O 

JO 


.E  O 


CD  ^ 
CO 

CO  CD 

a5  S 

c  i2 

CD  C 

CO  CD 

CO  c 

CD  ^ 

.h:  O 

CD  -a 


■a 

CD 

•o 

o 
c 


c 

T3 

c 

CO 

CO 
-♦— ' 

Q. 

CD 

o 
o 

CD 

o 

Q. 


CD 


c 

X3 

c 

i*— 
CO 


CO 

-♦— ' 
a. 

CD 

o 
o 

CD 

o 

Q. 


0 


— -  CD 

CD  • 

8  oj 

CD 

^  < 

u.  CD 

O  CO 

_  CD 


CD 


CD  := 

c  x: 
o 

E  w 
P  c 

CD 


CO 
CO 

2  CO  o 


b 


^  CD 


■D  T3 

<D  CD 

3  iS 

CO  CO 

o  Si, 
cj 

CD 

"C  i5 


<D  CD 

£  5 


O 
CD 

4— » 

CD 
i_ 

O 
Q. 
u. 

O 

o 

N 

-c 

CD 
X 

D) 
CD 
co' 

•c 

CD 

a. 


>^  Z.  - 

CD  •  —  Q. 

5  o  b 

w  c  o 

^    i-  CO 

i_ 

CD 


.9  E  o 


.  CD 
0)X2 

.E  T3 
T3  C 
C  CD 

CO  O 


CO  "P 


CO 
CD 
O 

o 


N  <D  ^ 

"C  ^  CO 

CD  >  -c 

^  o  o 

CO  CO  1- 

c  CO  ;^ 
^ 

C  CD  CD 

O  T3  -D 

P-  CD  ,_ 

~  >  P 

^  P  CO 

£  P  CD 


P  /A 
P 

X 


C  CD 

3  1- 

P  P 

CD 

P  s 


Q-  0 


P  >^ 
C  ^ 

o  -o 
p 

8  p 

<U  P 

"o  CO 


^   (-  O 

CO    ^  P 

D   P  CD 

CD  "O  F 

TO   P  CD 

P   ^  P 

D)  3  C 

CD   c  3 

5.  P  P 

C   CD  CO 

i5  ^ 


p 
■o 
c 

13 

p 

X2 
P 

$ 

p 
p 

p 
JO 


CO 

CO 

P 
i_ 

O) 

p 

CO 
-♦— • 

c 
p 

E 
-♦— ' 

CO 

P 
P 


CO 


p 

X3 

p 
c 

CO 
N 

■c 
p 

X 


C3) 

c 

TJ 
C 

CO 

» 

CO 
<^ 
Q. 

p 
o 
o 
p 

r 

P  CO 
Q.  (D 


p 


0> 

5  > 

(/)  u 

c  c 

O  P 

Q.  O) 

0)  < 
P 


p 

(3l 


p 

Q. 


p 

Q. 


p 

Q. 


p 

Q. 


c 
o 

n 

"D 
C 
P 

E 

E 
o 
u 
p 


E  _ 
p  p 


2  p 


p  _ 
^  p 

P  o 
O  o 

■D   .  . 

p 
p 


p 


o 
p 

o  F 


p 


CO 


CO 

p 
.p 


c 
p 
E 
•c  o) 
CD  g  ^ 

p 

CL 


P  g  o 


CO 


-d  O) 
CD   C  ^ 


p 


p 


CO 


0?^ 


<  N  ° 

P  CO 

^  p  p 

H  X  ^ 


-M  p  p 

o    P  CO 

CO 

<  N  C 

P  "C^  CO 

x:  P  3 

h-  X  X2 


CN 


P  CD 

>i=  »- 

^  CD 

o  *^ 

p  = 

8  p 

^  CO 

T3  .  . 

p  p 

CO  O 

CD  C  . 

Q-  ^  ^ 

^  >*-  CO 

O  0  P 

<  N  P 

p  t: 

I-  X  2 


CO 


si 
11 


■D 

3  "CI 
o  P 

p 


CO 


c 
p 


p  15 


E  ^  C35 

■c  P)5>l 

P  c= 


^  n 

Q  = 

  •4— » 

<  N  _ 

CD  CJ 

^  CD  CO 

h-  X  73 


CO 

p 
p 

c 

13 
P 


£ 
p 

p  c 

=  p 

p  > 

O  CD 

■Q  'r. 

3 

n  P 

CO  o  g 

C  ^  CNi 

P  S  r-- 

CD  c  o 

Q.  >  CO 

CD  5  P 

Q  ^  ^ 

■c  £ 

2  p  p 

•- ^  ^ 

<  N  "co 

CD  tr  :3 
P  ^ 

I-  X  CD 

i6 


0) 
(A 
C 

o 

Q. 

V) 
CD 

a: 


(33 

-o 

O 

c 


> 


o  0) 


03  (0 
N  0 


I 


o 

O  O 

■>  s= 
9?  . 

o  ^ 
o 


CD 
T3 

CO 

o 
=J 
■a 
c 
o 
o 


o 
c 
o 

CO 

o 

Q. 
Q. 


=  ^ 

<  ^ 

I-  .52 


N  „ 

0  B 

^  0 

X2  CO 

■o  £ 

o  -o 
0 


CO 

0 

k- 

0 

-*— * 

c 
0 


0 

V) 

tl 

.-i  CO 

—  0 

CO  >- 

'Z  y> 
._  ^ 

0  o 

>  9- 
o 

■S  < 

"5  0 

■a  ^ 
(1)  *-« 

CO 


o 
c 

CO 

-t— ' 

c 


Q. 

0 
o 
_  o 

0  CO 

H 

8  2 

£2.  0 

0 

£  0) 
C  O) 

TO  ^ 
0  o 

CO  _ 

CO  = 
CD  % 


0 

£  <D 

0 

"co  5 

_^  TO 

CO  *^ 
^  O 

'>;^ 

§1 

I  ^ 
5  0 

CD 

■d 

0  0 

-CO  ^ 
-=  CO 

CO  :s 
0 

0  0 

—  T3 
(fl  CO  CO 

g  ^  0 
^2  0  £ 

CO    ^  O) 

B  E  ^ 


0 


T3 


CO 


CO 
CO 


■o 
0 


3  -o  -c 
(J  <1>  0 


O  CO 

<J  CO 
0  < 


CO 


CO 


CO  CO 

■"  E 


^  ^"  o 




c 
0 

E 

B  B. 

CO  J3 

1o  B 

CO  0 

~  o 
o 

CO 

c 
CO 
c 


CO 

-♦— • 

CO 


o 

o  ™  2? 

°  ^  ^ 
o 


x:  ^ 
5=  0 

§1 

CO  n 
c  rj 

0  CO 

=  "o 
2-  CO 

^  0 

0  0 

CD 

tl  <U 

g  =j 

O  O" 

O  2 


0 

(O  S 

C  C 
CO  CO 

-i  0 

c 

B 

E 

■j= 

CO  0 

0  E 

^  m 
0  CO 

^.E 

^  B 
o  E 

.i=  Z3 
<  CO 

0  2 
£  CO 
-  CO 

c 

«  0 

o  E 
>  B 
2  iS 

(O 


CO  -2 

0  ^ 

1  2 

0  Q. 
>  Q. 
0  CO 

OH  0) 

CO  *^ 
O  -ti 

o| 

W  CO 

o  i2 
^  c 

■D  2 
^  ^ 

■o  o 

CO  T3 
.ti  CO 

^  0 

Si 

CO 


N 


CO 


0  "O 

CO  JO 

C"  03 

0  2: 
f  I 

li 

O  0 
Q.  0 

.!=  >^ 

<  o 

0  Q- 

x:  E 
h-  0 


C  O) 

o  2  ^ 
C2.X:  0 

0  CO 

«-  00  0 

.ti  CT)  ^ 

-D  C3> 

3^0 

<  -  -c 
o 

>-  O) 
^   0  13 

(U  ^  o 

^  ^ 

CO  CD  *^ 
^    0  O 

CO  Q  o 

k*—  CO 
0  c  ' 
-Q  O  0 

CO    Q.  ^ 

■o  3  c 
^  o  Q 

(D  _ 

£  =  ^ 

^  Q.  CO 
S  .i=  05 

S-<  CO 

<  0  "O 


(O  0 
0  > 

0  .g 

=!: 
CO  CD 


:fc  CO  csj 

y  o 

C  0 
0  Q-o) 

0)  CNJ 


O  0 

.E  ^ 

to  ^ 

i1 

•t^  (D 

0  CO 

CO  CD 

0  0 


0  CD 

■o  c 

u 

o 

0 

N  CO 
■C  CO 
0  0 

X  - 

2  0 

5  CO 

D-2 

0  Q. 

Re 

.b^  ci> 
<  0 
0  £ 


c 
o 


.2  I-  CD 
CO 

I 

y  .2  8 

O  CD 


CO 

c 
o 


b  Q.Q 


0 

■o 

CO 

0 
rj 
c 
0 
> 
0 

CO 
CO 

o 

o 


(A  U 

c  c 

O  0 

a  o) 
(/)  < 
0 


tl 
o 

Q. 


o 

Q. 


o 


o 

Q. 


c 
_o 

(0 

c 
0 

E 

E 
o 
u 
o 


0 
■> 
0 


"O  — 

0  0 


b  0) 

CD  5 

■o  o 

3  -c 

O  0 

H 

C  i- 

(D  0 

E  0 

■c  "o 

CO  o 
Q.  -t^ 

0  -p 

Q  § 

■c  o 

<  N 


CD 


CD 


O  0 
C  ^ 

■o  S  ^ 


O 

0  ^ 
T3 

CD 

b 

CO 


o 
o 


2 

0 

CM  T3 

te-  c 
0  B 

:3 
o 
c 

CD 

c 


o 
c 
o 


0 

>^ 

c 
o 

E  d 
=  o 

CO 

0  0 
CO  "I 

Q.  CO 


CO 

13 
O 


c 

CD 

in 

CM 
CO  O) 

0  M- 

E  o 

SI 
2-0 


o 

JO 
CD 

;;g 
3 


0 

-4— » 

(O 

0 
> 

0 
o 
0 


c 

0  o 
X  E 


0 


o 
o 
oo 

c» 


CO 
-t— » 

CO 

o 
o 


o 

-C  +^ 
CO  — 

c| 

0  :£ 

E  CO 

"C  0 

n  ^ 
0^ 
Q  ^ 

tr 

2-  0 

<i 

0  o 

I—  TO 


<X5 


(0 

>> 

■D 

ed 

ed 

C 
CD 

1*= 

uir 

CO 

cei 

CT 

0 

0 

13 

k_ 

C 

0 
i_ 

(O 

eve 

CO 
CO 

CD 
-*— » 

c 

■c 

<o 

o 

CO 

Q. 

c 

o 

0 

i_ 

O 

O) 

o 

Id 

a 

o 

CD 

CO 

UUB 

o 

ort 

Q. 

0 

0 

CL 

CD 

i_ 

-* — * 

T3 

CO 

ual 

ure 

ifie 

lea 

c 

CO 

■c 

0 

c 

c 

0 

CO 

0 

o 

om 

o 

<*— 

TO 

0 

Iso 

iMO 

CO 

CO 

T3 

0 

B 

o 

0 

sz 

CO 

-*— ' 

c 

0 

0 

c 

E 

E 

■e 

eteri 

pa 

0 

T3 

Q 

o 

tl 

o 

N 

Q. 

0 

<  X 

0 

» 

1- 

CT) 

CO 

CO  . 

0  0 

C  13 


(O 

0 
0 


2  ^ 

O  T3  CJ 

E  0  0 
0  .-ti 


CO 
T3 

g 

o 

0  c: 
x:  0 

Cl 


0  0 

=3  m 
C 


0 
> 
0 

"cD 
■*— » 
C 


c 

(O  3 

CD"  ■'^ 

0  CD 
>  O 
0 

0  0 
1 

CD  F 


CD 


=3 
O 


O  0 


CO 

c 
g 

o 

T3  0) 
0 

"O  03 
^ 

E 

i=  0 

(O  >- 
D  O 

^  0 
03  JZi 


0) 

(/) 
c 
o 
a 

M 

o 


V) 

0) 
c 

C/)  0 

0)  > 
"CD  0) 

c/5  q; 

CD  CO 

IS 
.2  -o 

w  -o 

CD  ^ 
O 


c 


CO 


CD  c 

CD  -S^ 

CO    C  c/5 

^  -o 

CD  CD 

^  0)  CD 


0)  CD 

CD  C 

CO  CD  CD 

:£  03  c 


N  CD 
tf  CO 

O  CD 


CD 
C 

o 
E 


_  2  '<u 

=5  CD  £ 
>  C  «- 

O  ^  ° 

^  ■'^  ^ 

<  "E  S 


CD 


CD 

■a 

03 

"a 

o 

03 

c 

1 

"go 

wil 

riy 

uo! 

X3 

CD 

» 

o 

c 

03 

CD 

O 

■D 

se 

^ 

de 

ea 

03 
> 

CD 

few 

CO 

ion 

CD 

■o 

03 

_Q 

cess 

CD 

03 
T3 

lowe 

|BUO! 

c 

u 

CD 

CO 

CO 

o 

es 

d 

o 

1  car 

Id 

c 

o 

M— 

CO 

TO 

O 

03 

03 

C 
CD 

c 

ds 

O 

g 

03 

o 

ther 

ne 

'c 

c 

CO 

CD 

03 

■o 

CO 
03 

that 

and 

c 

CO 

C 

o 

03 

03 

> 

o 

c 

03 

CD 

03 

i_ 

CO 

> 

(O 

c 

03 

c 

CD 

CO 

o 

CD 
i_ 

a: 

i_ 
L_ 

CO 

cn 

>^ 

CO 

o 

03 

An 

o 

> 

O 

US 

CO 

■o 

o 

ncli 

c 

03 

Q. 

o 

03 

< 

CD 

all-i 

dud 

nsid 

c 

03 

o 

1- 

CD 

■D 

o 

0) 

5  > 

(A  O 

c  c 

o  o 

a  o) 

(A  < 
0) 


tr 
o 

Q. 


o 

Q. 


C 

(0 
"D 
C 
0) 

E 

E 
o 
u 

0) 


■o 
c 

O  CD 

5^ 

03  C 

X  23 

03  — 
CD 

o- o 

9^  CO 

.  .  03 

O  U 

CO  C 

"CD  ^ 
X3  03 

3  ^ 

r-  CO 

W  o 

■C  03 

Re 
.!=  03 
^  XJ 

03  ^ 


03 
C 

"O  p 


03 
T3 

03 
C 


CO 


c 
o 

■6 
o 


CO 
CO 

o 

03 

E 
o 


CO 

c 

03 

E 


03  iz 


<  -o  =  o 


■a  -Q 

2  CD 
03 

B  >^ 
~  o 


03 

■o 

o 

b 

JO 
CD 


CD 


03 

TO  E 
CO  03 


CO 
TO 

■o 

C 
TO 

CO 

ii 

8  £ 


R^ 
CO  ^ 

ll 

TO  E 
Q.  03 
03  03 

Q  03 
XL  TO 

e-i 


03.^ 


CO  ^ 

03  S 

=3  O 

C  jQ 

03  ^ 

03  x: 

' 


03  -2 

> 

2  03 

coE 

03? 
O  TO 


03  CO 
>  C 


o 

Q.  03  03 

E  -o  "€ 

O   C  TO 

O  TO  Q. 


03 
TO 
CO 


ATTACHMENT:  HERTZ'  RESPONSE 


SENT  VIA  E-MAIL 
May  30, 2008 
City  of  San  Francisco 
Office  of  the  Controiler 
Attn:  Robert  Tarsia,  Deputy  Audit  Director, 
Citj'  llallj  Dr.  Carlton  B.  Goodlett  Place 
Rooin  3 1 6 

San  Francisco,  CA  94102-4694 
Attention;  Rlisa  Sullivan,  Audit  Manager 

Re:  Hertz  Audit  Findings 

December  30,  2002  through  December  29, 2005 

Dear  Mr.  Tarsia'. 

Pursuant  to  the  many  e-mails  between  us  and  Elisa  .Sullivan,  Audit  Manager,  on  above 
audit  findings,  we  recap  our  position: 

Local  rentals  were  excluded  from  concessionable  revenue  because  the  Concession 
Agreement  identifies  a  customer  as  one  who  rents  within  24  hoxus  of  arriving  at  the 
Airport.  Those  ciustomers  who  rent  after  24  hours  are  con.sidered  local  and  excluded 
li'om  concession  fee  payments.  As  we  .said,  we  already  pay  rent  on  the  ground  and 
buildings  for  the  privilege  ol' renting  to  those  customers  that  are  local  --  those  who  rent 
after  24  hours  of  arriving  at  the  Airport. 

As  we  said  in  our  e-mails  to  you.  it  is  common  business  practice  to  negotiate  the  items  of 
revenue  to  be  included/excluded  from  the  definition  of  Gross  Revenue.  If  the  percentage 
fee  is  increa.scd,  then  we  look  to  limit  the  items  of  revenue  to  be  included  in  the  definition 
and  hence  we  defined  a  customer  as  someone  who  rents  within  24  hours  of  iuriving  at  the 
Airport.  If  the  customer  rents  alter  24  hovirs,  then  he  is  considered  a  local  renter  and 
excluded  from  concession  revenue.  The  parlies  negoti.iting  the  Agreement  at  the  time 
understood  and  agreed  to  the  exclusion,  otherwise  why  include  the  definition  of  a 
customer  as  one  who  rents  within  24  hours  of  arriving  at  the  Aiqwit. 

The  Coiporate  Discount  Program  is  a  pricing  program  that  provides  the  Corporate 
Customer  with  a  discount  on  the  final  rate  he  pays  Hertz  depending  on  the  volume  of 
business  he  does  with  Jlcrtz.  The  program  is  typical  of  most  volume  business  discounts 
provided  by  all  manner  of  companies  to  sell  their  product  or  service  .so  that  "'the  more  you 
buy,  the  lower  your  price."  A  discount  program  may  be  provided  at  the  front  end  of  the 
rental  transaction  or  at  the  back  end  depending  on  the  volume  of  business. 
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Howevei,  we  have  found,  as  has  the  rest  of  the  Indusiry.  that  the  only  way  to  induce  a 
Corporate  ("ustomcr  to  continue  renting  from  us  on  a  volume  basis  is  to  provide  the 
discount  when  he  has  met  a  thresliold  number  of  rentals  before  his  rate  is  discounted.  If 
we  provided  a  front  end  discount,  then  there  would  be  no  incentive  for  the  Corporate 
Customer  to  continue  renting  Ironi  Hertz,  he  would  simply  shop  the  market  every  time  he 
came  in  to  rent  a  car.  As  wc  said  to  you  by  e-mail,  the  major  rental  ears  ail  vie  for  the 
Corporate  Accounts  tiirougJi  a  program  similar  to  ours  that  provides  discounted  rates  only 
after  meeting  a  threshold  number  of  rent^iis.  This  program  has  been  around  for  many 
years  and  has  been  a  boon  to  both  Airports  and  rental  cars.  It  has  created  volume 
business  for  all  of  us. 

As  I  said,  the  corporate  contracts  are  negotiated  for  2  or  3  year  terms  and  the  rental 
companies  bid  aggressively  to  get  the  business.  These  contracts  are  won  or  lost 
depending  on  the  discounts  provided  on  the  rate  for  services  offered  by  each  company. 
Hertz  has  been  very  succe.ssfi.il  in  winning  a  large  segment  of  the  corporate  business  even 
though  its  rental  rates  are  high,  even  with  the  discounts  provided,  because  of  our  level  of 
service.  However,  wc  have  lost  contracts  at  times  when  competitors  such  as  National 
drop  their  rates  so  substantially  as  compared  to  Herl/.  thai  we  cannot  compete. 

As  a  final  note,  discounts  on  the  rale  by  definition  arc  reductions  in  the  total  revenue  wc 
receive  for  our  service.  Our  Concession  Agreement  requires  that  we  pay  on  Ciro.ss 
Revenue  received,  not  on  a  guaranteed  price  for  our  service,  fhus  the  discount  we 
provide  the  Corporate  Customer  reduces  the  revenue  on  which  wc  pay  percentage  fees. 

Ah  to  employee  business  rentals,  these  are  zero  sum  gains  in  revenue  to  Hertz  since  we 
reimburse  employees  for  those  rentals.  We  show  the  daily  rate  on  the  employee  business 
rental  agreement  as  a  matter  of  policy  to  show  the  s  alue  of  the  use  of  that  \'ehicle  but  it 
does  not  result  in  more  revenue  to  Hertz.  We  could  just  as  easily  have  cro.ssed  out  any 
price  and  stated  NON  REV  on  the  rental  agreement  and  the  effect  would  be  the  same,  no 
additional  revenue  to  Hertz.  It  would  be  unfair  for  the  Airport  to  collect  concession  fees 
on  those  employee  business  rentals  because  they  arc  merely  "journal  entry"  use  of  our 
vehicles,  they  do  not  produce  revenue  to  Hertz. 

Concerning  adjustments  taken  at  the  counter  for  errors,  wc  cannot  be  asked  to  pay  for 
errors  in  billing.  Wc  do  not  guarantee  payment  of  fees  on  erroneous  transactions  that  do 
not  produce  revenue  to  Hertz.  If,  for  e.xample,  we  erroneously  charge  a  customer  for  a  3 
day  rental  when  the  rental  was  actually  2  days,  we  adjust  the  bill  at  the  lime  the  customer 
pays  by  deducting  the  one  day  charge.  Surely,  we  have  a  right  to  correct  the  bill  just  a.s 
wo  have  an  obligation  to  pay  correctly.  If  the  auditor  feels  that  there  is  a  better  way  to 
correct  errors  at  the  time  of  closing  out  the  retUal  contract,  please  provide  your 
suggestion. 

Thank  you  for  your  attention  to  this  matter. 


Sincerely  yours. 


REBUTTAL  TO  AIRPORT'S  RESPONSE 


To  provide  clarity  and  perspective,  the  Controller's  Office,  City  Services  Auditor  Division,  is 
commenting  on  the  response  to  our  audit  report  from  the  Airport.  The  following  numbered 
responses  correspond  to  the  numbered  responses  from  the  Airport's  response. 

1 .  We  disagree  with  the  Airport's  response.  Hertz'  lease  does  not  specifically  exclude 
local  rental  revenues  from  gross  revenues.  The  Airport  correctly  states  that  Hertz 
must  pay  fees  on  their  gross  revenue  for  all  vehicles  "rented  at  the  Airport",  and  that 
one  of  the  definitions  of  "rented  at  the  Airport"  is  that  the  rental  car  customer  is  an  air 
passenger  who  rents  a  vehicle  within  24  hours  of  arrival  at  the  Airport.  However, 
there  are  four  other  definitions  of  "rented  at  the  Airport",  and  the  most  reasonable 
interpretation  of  the  lease  language  is  that  a  rental  is  part  of  gross  revenues  if  any 
one  of  the  definitions  is  true.  The  Airport  failed  to  mention  the  first  definition  of 
"rented  at  the  Airport"  in  the  Hertz  lease,  Article  3.01. a. i,  which  is,  "if  the  vehicle  is 
delivered  to  the  customer  at  Airport".  This  would  appear  to  include  most  rentals, 
regardless  of  whether  the  customer  is  an  air  passenger  or  not. 

Further,  our  previous  audit  of  the  same  lease  with  Hertz,  dated  March  3,  2000, 
included  the  same  finding  for  local  rental  fees.  The  Airport  agreed  with  the  finding  at 
that  time. 

If  the  Airport  wishes  to  maintain  its  position  that  local  rental  revenues  are  excluded 
from  gross  revenues,  then  it  should  amend  Hertz'  lease  to  specifically  exclude  these 
amounts  from  gross  revenues. 


4.  We  disagree  with  the  Airport's  response.  Hertz'  lease  does  not  specifically  exclude 
commercial  discounts  from  gross  revenues.  In  fact,  the  lease  states  that  "gross 
revenues  means  the  gross  amount  received  by  the  operator,  without  deduction  or 
offset  (emphasis  added),  from  all  vehicles  rented  at  the  Airport...."  Hertz  maintains 
that  commercial  discounts  are  volume  business  discounts  given  to  corporate  clients 
after  the  corporate  client  has  reached  a  preset  renting  volume.  However,  Hertz' 
audit  administrator  described  commercial  discounts  to  us  as  "dividends"  to  their 
corporate  clients  and  Hertz'  corporate  agreements  describe  these  discounts  as 
"promotional  fees"  and  "performance  bonuses".  Either  some  or  all  of  this  discount 
appears  to  be  promotional  expenses  for  Hertz  based  on  agreements  they  signed 
with  corporate  clients,  and  we  believe  they  should  not  be  deducted  from  gross 
revenues  at  the  Airport.  Other  airports  indicated  to  us  that  they  also  do  not  allow 
these  commercial  discounts  to  be  deducted  from  gross  revenues. 

Further,  these  commercial  discounts  pertain  to  corporate  client  rentals  accumulated 
at  all  Hertz  locations,  not  just  at  the  Airport.  Including  Hertz'  corporate-wide  incentive 
programs  would  make  effective  auditing  of  concessionable  revenue  difficult  and. 
most  likely,  not  cost  effective. 

Again,  if  the  Airport  wishes  to  maintain  its  position  that  commercial  discounts  are 
excluded  from  gross  revenues,  then  it  should  amend  Hertz'  lease  to  specifically 
exclude  these  amounts  from  gross  revenues. 
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